The aim of this paper is to perform financial analysis by using financial ratios and to comment, evaluate, and 
REPORT ON THE FINANCIAL EVALUATION: MCDONALD'S CORPORATION AND YUM! BRANDS

1.GRAPHICAL COMPARISON OF GENERAL PERFORMANCE MCDONALDS & YUM! BRANDS
To start this paper, the author will first give graphical comparisons of several financial factors, which determine the company's performance. The author will focus on total revenue, gross and net incomes of the companies to understand if there is a tendency in the industry. The analysis consists of data from over 5 years.
As one can see from the above graph, even though Yum! Brands are the second biggest chain, the total revenues are still considerably lower in comparison to the McDonald's revenues over the same period of time. We can see that there are trends in the movement as both of the companies experienced decline in revenues during the years [2009] [2010] . One of the main reasons this could be is the crisis the US was experiencing during that time. Looking at the gross profit and net profit we can also see the same tendency the lines do show a decrease in profits over 2009-2010 and an increase over 2011-2012 . One can also see that McDonald's has experienced much more sufficient increase in income both gross and net in 2011 than Yum! Brands. 
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FINANCIAL ANALYSIS
In this part of the paper we will look at the financial ratios and apply them to both of the companies. The author will firstly define the formulas used to calculate the ratios and then will comment on the results.
LIQUIDITY ANALYSIS
Liquidity ratios allow us to measure the ability of the company to meet its short-term obligations. Mainly they highlight if the company can pay off its liabilities on the due date. In this paper we will use Current Assets and Acid Test to see if McDonald's and Yum! Brands have THE necessary liquidity. Generally, the higher are the result of the ratios, the better the financial health of the company is. The desired minimum in this case would be value of 1. The results of those ratios one can find below: 
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Current asset ratios shows the extent to which company is able to meet its short-term obligations, and as we can see, McDonald's has higher results than Yum! Brands. For all 3 years, Yum! Brands shows results lower than 1, which shows that they might have issues to pay their obligations. The reason why the results are so low is because Yum! Brands' current liabilities are higher than the assets the company holds (see Figure 4 ).
Looking at the Acid Test we can see similar trend: McDonald's has values over 1, which shows that the company is in a stable position whereas Yum! Brands are still showing results lower than 1, which shows that the company can have liquidity issues as large part of its current assets is actually inventory/stock which cannot be used to meet the obligations. This leads us to another factor to consider when looking at liquidity, which is working capital (WC). Working capital shows us operational liquidity. The higher is WC, the lower is the chance of cash flow problems, and the more liabilities are covered by the currently owned assets. The formula for WC is:
One can find the results for both McDonald's and Yum! Brands below:
If we look at the results for WC, one can see that Yum! Brands experience WC problems. These results go together with acid and current asset ratios. The liabilities Yum! Brands has dramatically exceeded their assets, which can cause issues for them to pay their short-term liabilities. McDonald's is doing pretty good, even though the results are not ideal in terms of coverage (not 2:1) and are showing fluctuations, for example, in the year 2011. 
PROFITABILITY ANALYSIS
Profitability ratios help to measure a company's ability to generate earnings, profits, and cash flows by comparing the budget invested and the cash results of sales. In this paper we will use the Return on Capital Employed (ROCE) ratio to compare the cash earned with the cash invested. Gross Profit Margin is used to see the percentage by which profits exceed production costs and Net Profit Margin to see the amount of profit made after expenses and tax per sales dollar.
The results for both of the companies are represented below: Figure 6 ) as their earnings before tax and interest increased, whereas McDonald's capital employed increased dramatically and the actual return stayed nearly the same as in 2011 which caused decline. Figure 4 , they exceed the assets the company owns; due to this, the Net Profit can be very low after the company pays all of the expenses and its obligations. One can also see that over 3 years both of the companies did not experience dramatic increase or decrease in their Gross and Net Profit Margins; the numbers are nearly the same, which shows stability in their operations. 
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EFFICIENCY ANALYSIS
Efficiency ratios show how well the company is using its assets and liabilities. The analysis mainly focuses on the measurement of efficiency by calculating turnover of receivables, fixed assets turnover, and the trade debtor collection period along with creditor payment period. Those ratios are particularly useful when the results are compared between competitors in the same industry. It is also true that change in these ratios directly impact profitability of the organisation.
The results of the above ratios can be found below: 
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Looking at the first measure which is Stock Turnover, one can see that McDonald's numbers are higher than those of Yum! Brands (see Figure 9 ).
One can see that McDonald's has a positive trend whereas Yum! Brands has experienced a decrease in stock turnover over the 3 year period. The higher the stock turnover, the more efficient the company is in purchasing and selling goods. In this case, if we look at the numbers one can see that the inventory (stock) of McDonald's is actually nearly the same as of Yum! Brands but the Cost of Revenue is extremely higher, and this is the main reason why the results are so different.
The second measure of efficiency is fixed assets turnover (see Figure 10 ). Fixed assets are used to generate more sales, which means that a higher level of fixed assets tends to generate more sales. In this case the larger the result of the ratio is, the more amount of investment into fixed assets is recovered by the sales. The results can be expressed in percentages. Looking at the results of McDonald's and Yum! Brands (see Figure 10 ), one can see that Yum! Brands have much higher recovery on the investment into fixed assets. 
Such difference in the results can be caused by the amount of total assets the companies own. In the case of McDonald's, the number of total assets is much higher than the actual revenues. This tells us that with the number of assets McDonald's has, it could produce much more than it does. Whereas with Yum! Brands, the revenues are higher than the assets owned and there is a positive trend in sales.
Looking at the third important area, which is the trade debtor collection period used to determine the period of time a customer is required to pay back for the goods. The higher the result of this ratio is, the bigger the chance that the company will run into cash flow problems and will not be able to cover its sales costs.
As one can see from Figure 11 , both of the companies have debtor collection periods lower than 1 month, which is mainly due to the origins of their business. Most of the customers will pay for their products straight away, only the payments from franchisees can come with a delay. From Figure 11 one can also see that, As one can see from Figure 13 and the results, McDonald's has much more WCC than Yum! Brands. The negative results Yum! Brands received were caused by the negative working capital. This as the result means that efficiency of their resources is low and that they might not be able to meet their obligations.
One of the reasons why Yum! Brands might have such a high creditor payment period is the amount of liabilities they have to pay (Accounts Payable). Generally it is viewed that a standard credit period is 1 month, and in the case of Yum! Brands it is more than a month, and the result suggests that the company either needs to reduce the amount of liabilities or it has to generate more cash by increasing sales. The results for Yum! Brands correspond to what we have seen previously in Figure 4 and liquidity ratios.
The last metric one can consider in effectiveness analysis is Working Capital Cycle (WCC). In this paper we will calculate working capital cycle using the following formula:
The results for both of the companies' one can find below: 
INVESTMENT RATIOS
Investment ratios are used by investors to estimate the attractiveness of the specific investment. In this section we will look at most widely used ratios:
(Market price of the share was taken from closing historical prices for each year ending December 1 at Yahoo Finance)
The results for the ratios one can find below: To start our comparison, we will firstly look at dividend yield. It shows the productivity of the investment, being more specific, it represents how much cash flow the investor is getting per dollar invested. In the case of McDonald's and Yum! Brands, we can see that Yum! Brands has a lower cash flow per dollar than McDonald's (see Figure 14 ). 
One of the main reasons why McDonald's has higher results is because it has a higher net income from which it can pay higher dividends. This can be a result of efficient cost reduction strategies and utilisation of the equipment, which we have seen from the efficiency ratios.
Looking at the EPS of the companies we can see that Yum! Brands EPS is lower than McDonald's. This ratio is very popular between investors as it tells how much the market is willing to pay for a company's earnings. The higher is the ratio, the more the market wants to pay, and the more positive is the prediction for the future growth of the share price. The reason why Yum! Brands have lower EPS can be explained by the relationship between equity and liabilities. As the company has much more liabilities then the equity, it therefore has more expenses and this decreases the net income the from which EPS is calculated. There is also a negative tendency over the years. This can be explained by an increase in the number of shares as the company grows and less increase in earnings. McDonald's in this case is more stable than Yum! Brands.
The next indicator is Price to Earnings Ratio (P/E). This indicator is a tricky one as most of the investors tend to forget that the lower is the result of this ratio, the more profitable is the investment. Generally, a value of 12-15 counts to be good. In this case one can see that Yum! Brands are doing much better than McDonald's (see Figure 16 ) in 2010; however they did much worse in 2011-2012. As this ratios links stock share price with EPS, one of the reasons why Yum! Brands had a change the results might be an increase in the pricing of their shares as they grow, but a less sufficient increase in their EPS. 
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The next indicator we will look at in this section is the Capital Gearing Ratio. This ratio shows the capital structure of a company and its financial strength. The higher the ratio is, the more risky the investment is since the more activities of the company are supported by borrowed funds, the more interest the company has to pay for its debt. As one can see from Figure 17 , Yum! Brands have much higher results than McDonald's, and this corresponds to what we have seen previously as the company has a lot of liabilities and debt. Even though McDonald's has lower results, one should notice that it still has a lot of long-term debt, which can be covered by its capital, but not in full.
Normally, the ratios for a low-gearing company would be under 25%, and everything in between 25%-50% middle-gearing, and everything over 50% highly-gearing. As we can see, both McDonald's and Yum! Brands are middle-gearing companies. In this case, McDonald's still performs better than Yum! Brands. One of the main reasons is the long-term debt the company holds and its relationship with the capital employed. As we have seen previously, Yum! Brands have a lot of short-term and long-term liabilities, whereas their assets are not increasing as dramatically as needed; due to this, McDonald's is a safer investment.
It is important to remember that not always financing business through long-term debt gives negative outcomes, as it is most of the times cheap. It would really depend on the ability of the company to raise profits to cover this debt. In this case, both of the companies have great potential, but McDonald's has better performance in meeting its liabilities. 
MCDONALD'S AND YUM! BRANDS VS. INDUSTRIAL AVERAGES
MCDONALD'S VS. YUM! BRANDS STOCK PERFORMANCE EVALUATION
In this section of the paper we will look at the performance of MCD and YUM stocks over a 3-year period. The author will use SharpCharts from which one could see the volume of the traded stock, the opening and closing price, the change in the price in percentage for the date of 6 Dec 2013. One can also find the MACD (Moving Average Convergence-Divergence), Slope charts, MA (50), MA (200), and RSI.
At the top of Chart 1 one can find the RSI indicator. This indicator stands for Relative Strength Index and is a momentum oscillator. This indicator can vary from zero to 100. RSI can be of different parameters, and in this case the author is using the default 14-day parameter; however, if one needs to increase sensitivity, he/ she should reduce it to 10 days. Since RSI is an oscillator, it determines when the market is overbought or oversold. Generally, it is considered that if RSI is above 70, then it is overbought; if it is less than 30, then it is oversold. If the stock is overbought, then it might experience a decline in price, whereas if it oversold, it has potential to grow in the future. Investors use RSI to identify the best time to sell or buy financial assets. When the asset is approaching 70, it is beneficial to sell it, whereas if the stock is approaching 30, it is time to buy. As one can see both YUM and MCD are stable stocks.
As one can see from Charts 1 and 2, the results for MCD and YUM are not falling into any of the categories. In the Chart 1, one can see the blue and the red lines which stand for moving averages (MA). This indicator helps to better analyse the price movement by eliminating 'noise' from random price fluctuations. This indicator is based on previous prices due to sometimes it can lack accuracy. Generally, there are two types of MAs, SMA (Simple Moving Average) and EMA (Exponential Moving Average). The main difference between the two is that EMA gives bigger weight to more recent prices. In this report, we will consider SMA for the period of time of 50 days and 200 days, represented respectively by blue and red lines.
As one can see, the SMA for the 50 days period is much higher than SMA for 200 days. MA (50) has the price of $95.43 and SMA (200) only $82.35. MA for a shorter period of time will have smaller lag than MA for a longer period such as 200 days. Therefore, short-term investors would prefer to refer to short-term MAs whereas long-term investors generally prefer to look at a long-term MA.
Even though the prices for MA (200) is lower, it is still on the uptrend, which indicates that the security has growth. One can also see that in the MCD case, the long-term MA and the short-term MA did not crossover, which indicates that overall the performance is on a steady growth path. Comparing MCD, MA (50) and (200) (50) is larger than MA (200), and the author assumes that one of the reasons for this is the lag. Both of the companies though have a positive uptrend over the 3 years.
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MA is not only a single indicator but also a contributor to the next measure which is Moving Average Convergence-Divergence (MACD). This indictor, which one can see represented in both Charts 1 and 2 below the main body, is counted to be the easiest momentum indicator. What it does is it subtracts longer moving average from the shorter moving average. The shorter the period under study, the more sensitive are the results. In this report we will use the standard setting (12, 26, 9) . The investors tend to look for the signal lines crossovers, centerline crossovers, and divergences to generate signals. Since MACD is based on concepts of convergence and divergence, it is important to mention that convergence occurs when the MAs move towards each other and divergence occurs when they move away from each other. As one can see from Charts 1 and 2, both of the companies have convergence in the movement of the MAs. One can also see that the averages are higher for YUM than for MCD as it experienced a negative performance during the second half of the year 2012 until 2013.
The last indicator in this section, the scope, is a result of linear regression which generates the line of best fit for a price series. This indicator is a good tool to measure the direction and strength of a trend. Investors can also use it in combination with other tools to identify the potential point of entry to the already on-going trend. The trend can fluctuate above and below zero. In this paper the author took the 52-week slope. As one can see, MCD has a positive trend until the first quarter of 2012 first when it experienced a decline which one could also see in the results of the ratios for the previous sections. From the third quarter of year 2013 until the first quarter of 2013 MCD was in negative territory; however, then it experienced growth. As for the YUM! Brands one can see that the trend is much more positive and the period where they performed under the positive region is shorter (only the first quarter of 2013). If we look at the average YUM has 0.18 and MCD 0.12, which means that YUM has a more positive price trend than MCD.
INDUSTRY COMPARISON
In this section of the paper, the author will compare stock performance of YUM and MCD to each other as well as to the industry indices like S&P 500 and Down Jones. In Chart 3 one can see the comparison of MCD and YUM, and S&P 500, and DJ Indices stock performance. S&P 500 stands for Standard & Poor's 500 Index. This index consists of 500 stocks which are chosen by market size, liquidity, etc. This index is meant to be the leading indicator of the U.S. stock market. Previously, it was the Down Jones Index which is also represented in Chart 3 in red; however, since DJ includes only 30 companies, S&P 500 is considered to be the best representation. Both of the indices are appropriate for this specific comparison since we are evaluating companies which are listed in the NYSE.
When we look at Chart 3 one can see that both MCD and YUM outperform S&P 500 and DJ indices, which shows that generally both of the companies have higher growth than the competitors and are attractive to investors. If one compares the performance of MCD to YUM, we can see that through the years 2007-2012 MCD has the highest prices and the best stock performance. However, starting in 2012 we can see that YUM is actually performing at the same level with periodic crossover. It is essential to highlight here that both of the companies are the benchmarks of the industry and of course even when they experience a decrease in their prices, they can outperform the competitors, as one can see from Chart 4.
In Chart 4 Whereas Starbucks after experiencing a decline in the years during the crisis, experienced growth and still has a positive trend, even though it is still has lower stock prices than YUM and MCD. When we look at Burger King, the data is available only starting in the year 2012, and we can see that the stock performance is nearly the same as of S&P 500. Comparing all of the stocks one can see that MCD and YUM outperform all of their competitors and also the S&P 500 Index.
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FINANCIAL RATIOS MCDONALD'S AND YUM! BRANDS INDUSTRY COMPARISON
In this section the author will compare the two companies with industrial averages for a set of ratios which are usually used by investors to evaluate the performance of the stock. The author of the report referred to Morning Stars' (2013) estimates, which one can find below: When we look at the P/E ratio, one can see that industry average for this metric is 29.5, high P/E ratio is less attractive for investors as it means that they are paying more for the earnings. In this case, Yum! Brands is more attractive for the value investors, who a looking for undervalued stocks, with the potential growth, whereas McDonald's would be desirable for growth investors who are looking for the stock with high growth rates. Yum! Brands shows higher results than the industry average and this means that the company might face issues with solvency.
Price/Book ratio provides an understanding if the stock is overvalued or undervalued. As one can see Yum! Brands score much higher than McDonald's and the industry average, which might mean that the stock is overpriced or investors have high expectations. McDonald's in this case scores lower than the industry average, which means that the stock is underpriced, due to lower growth expectation associated with it, whereas Yum! Brands exceeds the industry average which might mean that it is overvalued.
Price/S compares the value of the stock to either its own performance in the past or to other companies. It determines how much investors pay for the dollar of company's sales. Therefore, the lower the ratio is, the more attractive the stock is. This measure can be very useful only when comparing to the industry average, and in this case, the industry average is 2.5, as we can see both Yum! Brands and McDonald's score higher than this, but Yum! Brands is performing better than McDonald's.
P/C metric compares stock market price to cash flow generated per-share. This ratio is similar to P/E, however a lot of investors consider it much more solid. The main reason behind this is that cash flow is generally harder to manipulate, whereas earnings are affected by such factors like depreciation. The same way as the P/E ratio, the lower the results, the better. The industry average for this ratio is 9.6 which both of the companies outperform. However, McDonald's has lower scores than Yum! Brands. These results correspond to the working capital issues Yum! Brands currently has.
When we look at the last metrics, Dividend Yield, which represents the return (in percentage) the company pays out in dividends. The average for this metrics is 1.9%, which is higher than what Yum! Brands pays out.
McDonald's, though, exceeds this amount and it pays 3.2%. It is important to notice here that generally older companies tend to pay higher dividends, and their dividends history tends to be more stable.
To summarise the above, the author wants to highlight that generally McDonald's is performing better than Yum! Brands. It is more stable and has better return on the investment. As in most of the ratios, it scored less than Yum! Brands. Even though Yum! Brands show concerns in areas of cash flow, working capital and debt, their growth rates are high and are increasing from 2012. This might help the companies to increase revenues to cover liabilities.
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In this paper the author has performed financial analyses for McDonald's and Yum! Brands. She has compared the results of the liquidity, profitability, efficiency, and investment ratios as well as looked at the industrial averages to better evaluate the companies' performance.
From the above analyses, the author can conclude that McDonald's performed much better than Yum! Brands in all of the areas investigated. Yum! Brands are experiencing issues with working capital and might face problems with covering their short-term and long-term liabilities. They are also less efficient in managing their costs of production, even though they utilise their assets better than McDonald's. Yum! Brands performed better in ROCE in 2012 due to an increase in their Gross Profit; however, they have a lower Net Profit Margin than McDonald's. This can be explained by the expenses the company encounters and their costs management and pricing systems. Another reason why McDonald's performed better nearly in all profitability ratios was because of the number of liabilities Yum! Brands need to pay. As we have seen from the liquidity ratios, those exceed their assets.
If we look at the efficiency ratios, McDonald's has higher debtor collection period and lower fixed asset turnover than YUM, but the company still does not have problems with the Working Capital Cycle. It also performs better in the creditor collection period, which shows that the company has enough cash to pay to its creditors in the short-term.
When one considers investment ratios, he/she can see that McDonald's also scored better. It has a lower P/E ratio meaning that investors pay less for the earnings they receive than Yum! Brands. Its EPS is higher and therefore the Dividend Yield is also higher than that of Yum! Brands, and exceeds the industry average. Its Capital Gearing Ratio shows that it is a low-gearing company and is less risky as an investment. If we look at the stock performance one can see that McDonald's has a positive trend of growth and outperforms the S&P 500 and DJ Indices. It also outperforms all of the competitors in its sector, including Burger King and Wendy's Corporation. However, when we look at Yum! Brands we can see that they entered into competition with McDonald's in 2012, and in the future it can be a very attractive stock to invest in for the growth investors. McDonald's, on the other hand, would be an option for value investors who are seeking for long-term investments.
CONCLUSIONS
